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We have completed our consideration of your applicatlon for
recognition of exemption from federal income tax. We have
concluded that you are not exerpt from federal income tax under
section 501(c)(3) of the Internal Revenue Code. The reasons for
our conclusions are explained below.

The infmf\:mation submitted indicates that you were organized on - ‘

I under the laws of the State of [

Your purpose, as stated in your Application for Exemption, is g
to assist your tax-exempt sponsor, “,

( "Hospital"), in the delivery of charitable health care for the
community. The primary activity you will engage in to fur\:her this
purpose will be the establishment of a preferred provider ‘\‘\
organization that develops a network of health care providers for
the Hospital by contracting with preferred providers, hospii\als,
health insurers, and employees and by providing a cost ef fecx,lve
health care claims administration service for. employers who are “
self insured. ' :
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You will receive your revenues solely from feés paid by
employers to compensate you for your services in arranging health
care services for employee groups at reduced rates.

4
Your Bylaws state that you are a membership organization. All”
hospitals and physicians who hold effective’ and non-suspended '
provider agreements with you are your members. Your Bylaws als’ 7
provide that your board of directors is comprised of Il memkiers. j
" HEEM directors shall be appointed whiie [l physician board |
members are elected. I directors shall be appointed l"y the /
hospital member while the remaining board positions shali be: filled
as follows: One director shalli be appo:mted by the ho'prtal :
,directors. One director shall be uppo:.nted by the physa.cian
directors. One director shall be appointed jointly’ by both the
three physician directors and the three hospital Adirectors. -
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Section 501(c)(3) of the Coda provides for the exemption from
federal income tax of organizations organized and operated
exclusively for religioys. charitable, scientific, testing for B
public safety, literary [ Gie educational purposes, no part of the

)

net earnings of which iiutés to the benefit of any private

shareholder or individudi.)'!

s==5ection 1.501(c)(3)-1(c)(1) of the Income Tax Reguiations
provides, in part, that an organization will be regarded as
"operated exclusively" for one or more exempt purposes only if it
engages primarily in actiwvities that accomplish one or more of such
purposes described in section 501(c)(3) of the Code, but will not

. be so regarded if more than an insubstantial part of its activities:

is not in furtherance of an exempt purpose.
. 1 v

Section 1.501(c)(3)-1(d)(1){ii) of thz regulations provides
that an organization is not organized or operated exclusively for
any of the purposes specified in Settion 501(c¢)(3) of the Cade - ;
unless it serves a pubilic rather than a private interest. Thus, to
qualify under section 501(z)(3), an organization must establish
that it is not ‘organized or operated for the benefit of priva’e
‘interests such as dzsignated individuals, the creator or the
creator's family, shareholders of the organization, or persons
controlled,lairébtly or indirectly, by such private interests.
Moreover, the presence of a single nonexempt purpose substantial in

nature, such as/ the promotion of the business activities of ‘its

organizers, wi}l prevent exemption. See Better Business Bureau of -

Washington, D.C., Inc. v. United States, 326 U.S. 279 (1045).
fie . 3 !

Section 1.501(c)(3)=1(e)(1) of the regulations provides that
an organizatjion may meet the requirements of section 501(c)(3)
although it bperates a trade or business as a substantial part of
its activitiles, if the operation of such trade or busingss is in”

furtherance of the organization's exempt purpvse or purposes ind if

the organization is not organized or operated for ‘the primary
purpose of/ carrying on an unrelated trade or business, as defined
in section 513. In determining the existence or nonexistence of

such primary purpose;’ all the circumstances must be'consideged,

including the size and extent of the activities which .aré in
furtherance of one or more exgmpt‘pu;poses. '

Reveriue Ruling 86~98, 1986-2 C.B. 75, provides that an |
individual practice’ associztion ("IPA") that served a& a bargaining
agent for' its members and performed administrative claims services
could not!qualify for exemption under section 501(c)(4). The
Service found that the IPy operated for the private benefit of
member physicians since its primary functions were to provide its
member physicians access to a large group of patients.
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Based on the information submitted, we have concluded that,
although your activities may contribute to the achievement of
charitable purposes, your activities will not be engaged in
exclusively in furtherance of exempt purposes within the meaning of
section 501(c)(3) of the Code. Although your activities benefit
the Hospital, they also benefit the private pecuniary interests of
the physicians participating in the PPO network in more than an
incidental manner. You benefit participating physicians by
attracting additional patients and increasing the provider's market
share. The physicians receiving the benefits helped you organize
and share control of your organization. Therefore, ycu serve
private rather that public interest. See 1. 501(c)(3) 1(a)(1)(ii)
of the regulations and Rev. Rul. 86-98.

Accordiﬁgly, we conclude that you are not exempt from federal
income tax under section 501(c)(3) of the Code. \

You a i required to file federal income tax returns. o
Contributioms to your organlzatlon are not deductible under section
170(c) of the Code. .

You have the right to protest this ruling if you believe that
it is incorrect. To protest, you shculdisubmit a statement of your
views, with a full explanation of your reasonirig. This statement
must be submitted in duplicate, within 30 days of the date of this
letter and must be signed by one of your officers. You also have a
right to a conference in this office after your statement is
submitted. If you want a conference, ryou must regquest it when'you
file your protest.statement. If you are to be represented by
someone who is not one of your officers, he/she must file a proper
power of attorney and otherwise qualiil under our Conference and

-Practice Requirements. ; 7

If you do not protest this proposed-ruling in a timely manner,
it will be considered by the Internal Revenue Service as a failure
to exhaust available administrative remedies. Section 7428(b)(3)
of the Code provides, in part, that a declaratory judgment or
decree under this section shall not be issued in any proceeding
unless the Tax Court, the Claims Court, or the District Court of
the United States for the District of Columhia determines that the
orgar'zation involved has exhausted admlnistrativevremedles ‘
available to it within’ the Internal Revenue Service.

If we do not hear from you within 30 days, this ruling will
become final and copies will be forwarded to your key District
Director. Thereafter, if you have any questions about your federal
income tax status,(}ncluding questiong concerning reporting .
requirements please' contract your ksy District Director. The "=
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approp.:iate State Officials will Be notified of this action in-
. dccordance with Code section 6104(c). y '
Y ,"«\15 I = ! . . » Yo v .
g .+ When sending additional letters with respect ©¢o this case to
_the Internal Revenue Servica, you will expedite their receipt by
'plecing the following symbols on the envelope: E:EQ:R:2-6, Room
;. 762%34.; These symbols do not mizfer to your case but rather to its
. 7 lccatlon. o : o 2 /
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